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SUBJECT: Seismic Retrofitting Credit

SUMVARY

This bill would provide a credit equal to 55% of the anmount paid or incurred for
seismic retrofit construction on single-famly or nultiple-famly residenti al
structures constructed before 1979.

EFFECTI VE DATE

This bill would be effective January 1, 2000, and operative for taxable and
i nconme years beginning on or after January 1, 2001, and before January 1, 2007.

LEG SLATI VE H STORY

SB 875 (95/96, failed passage) would have allowed a credit for an anpunt equal to
10% of the costs for rehabilitating a residential historic building and 20%for a
commercial historic building; SB 1628 (93/94, fail ed passage) would have al |l owed
a credit for an amount equal to 10% of the costs for rehabilitating historica

bui | di ngs.

SPECI FI C FI NDI NGS

Exi sting state and federal |aws generally allow a depreciation deduction to the
owner for the obsol escence or wear and tear of property used in a business or

i nvestment property. The anmpunt of this deduction is determined, in part, by the
cost (or basis) of the property. |In addition, the property nust have a linmted,
useful life of nore than one year. Depreciable property includes equi pnent,
machi nery, vehicles and buildings, but excludes |and. Significant inprovenments
to property increase the basis of the property and are depreciated over its

remai ning useful life. Odinary and necessary expenses to repair property used
in a trade or business or held for the production of income are deducti bl e.

Exi sting state and federal |aws do not allow homeowners to deduct expenses to
repair a personal residence or to depreciate a personal residence. However
significant inprovenents may increase the basis of a residence. Wen the
residence is sold, the basis of the residence is adjusted to reflect the
property’s inprovenents and subsequently the gain or |oss recogni zed upon the
sale of the residence is adjusted for the costs incurred by the taxpayer to meke
t hose i nprovenents.
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Exi sting state and federal |aws provide various tax credits designed to provide
tax relief for taxpayers who incur certain expenses (e.g., child and dependent
care credits) or to influence behavior, including business practices and
decisions (e.g., research credits).

Under Personal Inconme Tax Law (PITL) and Bank & Corporation Tax Law (B&CTL), this
bill would provide a credit equal to 55% of the anpbunt paid or incurred during a
taxabl e or inconme year for any seismic retrofit construction on a single-famly
or multiple-famly residential structure constructed prior to 1979 and |located in
this state.

This bill would provide that the credit allowed not exceed $5,000 for each
single-famly residential structure and $2,500 for each unit in a nultiple-famly
residential structure.

This bill would define the term“seismic retrofit construction” as changes or
additions to a structure or other attached inprovenents of a single-famly or
multiple-famly residential structure to mtigate seism c damage, including, but
not limted to:
- Anchoring the structure to the foundation.

Bracing cripple walls.

Braci ng hot water heaters.

Installing automati c gas shut-off val ves.

Repairing or reinforcing the foundation to inprove the integrity of the
foundati on agai nst seism ¢ danage.

- Anchoring fuel storage.
Installing certain earthquake-resistant bracing systens for nobile hones.

“Seismic retrofit construction” would not include construction activities
performed solely to bring a single-famly or multiple-famly residenti al
structure into conpliance with standard | ocal building codes.

This bill also would define the ternms “single-famly residential structure,”
“multiple-famly residential structure,” and “dwelling unit.”

In addition, this bill would provide that to qualify for the credit, the seismc
retrofit construction of a |ight wod-frame dwelling with four or fewer dwelling
units must conply with Appendi x Chapter 6 of the 1997 Edition of the Uniform Code
for Building Conservation. In the case of an apartnent, condom nium or
congregate residence with nore than four dwelling units, the seismc retrofit
construction nust be designed by a |licensed architect or registered civil

engi neer .

This bill would provide that to conpute the credit the seismc retrofit
construction costs would be reduced by any grant provided by a public entity for
the retrofit construction.

Any unused credit could be carried over for eight years.

Since this bill does not specify otherwise, if two or nore taxpayers (except a
husband and wife) share in the costs of the seismc retrofit construction, each
taxpayer would be eligible to receive the credit in proportion to the taxpayer’s
costs paid or incurred. In the case of a pass-through entity (partnership or S
corporation), the credit would be allocated according to the general rules for
such pass-through entity.
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This credit would not reduce regular tax below the tentative mninumtax for
purposes of the alternative mninumtax (AMI) cal cul ation.

Pol i cy Consi derati ons

There may be conflicting tax policies when a credit is provided for an
expense itemfor which preferential treatnment is already allowed in the form
of a deduction. This proposed credit would have the effect of providing a
doubl e benefit for taxpayers that are allowed to deduct the expense of
seismc retrofit construction or include the seismc retrofit construction
expense in their basis for depreciation. However, elimnating the double
benefit by denying the deduction or making an adjustnent to reduce basis
woul d create a state and federal difference, which is contrary to the
state's general conformty policy.

| npl enent ati on Consi derations

It is unclear how the Franchi se Tax Board woul d verify whether a taxpayer’s
seismic retrofit construction meets the requirements of this bill and is
therefore eligible for the credit. The author may consider requiring the
proper local authority to certify that the seismc retrofit constructi on net
the requirenents of this bill and requiring the taxpayer to obtain, retain
and provide to the Franchi se Tax Board, upon request, evidence of that
certification.

Except for the inplenentation concern above, inplenmenting this bill would
not significantly inpact the departnent’s prograns and operati ons.

Techni cal Consi derati ons

The credit | anguage refers to a $2,500 limtation per "unit" in a nultiple-
famly residential structure, while the definitional sections define a
"dwel ling unit." It is unclear whether the word "dwelling" was intended to
precede "unit" in the credit limtation | anguage, or whether the author
intends the credit limtation | anguage to apply to non-dwelling units in
mul tiple-famly residential structures such as community cl ubhouses or ot her
conmon ar eas.

FI SCAL | MPACT

Departnental Costs

Once the inplenentation concerns are resolved, this bill would not
significantly inpact departnental costs.
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Tax Revenue Esti mate

Based on the data and assunptions bel ow, revenue | osses are estimted as
foll ows:

Esti mat ed Revenue | npact AB1756
(In m1lions)
Taxabl e or I nconme Years Begi nni ng
After 12/31/2000
Assunmed Enactnent After 6/30/2000
2000-1 2001-2 | 2002- 3 |2003- 4
M nor Loss* -$10 -$15 -$30
*M nor = Less than $500, 000

Thi s anal ysis does not consider the possible changes in enpl oynent, personal
i ncome, or gross state product that could result fromthis proposal.

Revenue Di scussi on

The inpact of this bill would depend upon the nunber of individuals
incurring qualifying retrofit expenses and the average credit applied
against tax liabilities.

This estimate is based on actual departnmental data regarding the previous
sol ar energy credit, adjusted for differences between the two (i.e., credit
limtations, universe of potential taxpayers, difference in qualifying cost,
etc.). For purposes of this analysis the solar energy credit was used
primarily to determ ne taxpayer behavior (i.e. |learning curve) and the
credit usage rate. 1In addition, the follow ng data and assunptions were
used:

1. It was assumed that the majority of taxpayers claimng the credit would be
| ocated within high earthquake probability counties. According to
information fromthe 1990 U S. census data, U S. Ceol ogical Survey and
vari ous geol ogi cal studies, approximately 80% of California residenti al
housing is |located within high earthquake probability counties. |In these
counties, approxi mately 32% of the housing was built prior to 1979 (credit
applies to seismc retrofit construction on pre-1979 structures).

2. Costs for retrofitting can vary fromas |ow as $1, 700, with many projects
bet ween $2, 000 and $4, 000, and a few with major conplications as high as
$10, 000 to $12, 000.

3. Assunptions were nade that approxinmately one-third of pre-1979 residenti al
housi ng | ocated in high earthquake probability counties has had sone seisnic
retrofit construction. This assunption is based on construction increases
after maj or earthquakes and assumes that repairs of many damaged houses
woul d have included sone seismc retrofit.

In summary, in the first full year it is estimted that approximtely 10, 000
residential units (single famly and nultiple famly) would incur qualified
costs for an average applied credit of approximtely $1, 100.

BOARD POSI TI ON

Pendi ng.



